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Abstract. This research aims to compare the level of Corporate Social 
Responsibility disclosure on Islamic banking in Indonesia and Malaysia. 
Using data from annual report in seven public Islamic banks in Indonesia 
and seven public Islamic banks in Malaysia, this research find that the 
level ISR of Islamic banking in Indonesia are better than the level  ISR of 
Islamic banking in Malaysia. There were significant differences between 
the two groups were observed with respect to the all theme of reporting. 
 
 
 
1 Introduction 
The development of the Islamic financial industry in the world, especially Islamic 
banking is growing rapidly. In 2014, the Islamic banking assets reached $ 1,214,274 of the 
total Islamic financial assets of $ 1,657,998, or 73.23% [1]. The growth in the financial 
sector should be  followed by the  increasing role of Islamic banks in  terms of social 
responsibility. [2] says that social responsibility is very pertinent for discussion on Islamic 
banking. 
[3]  explains  that  the  form  of  these  responsibilities is  the  disclosure of  a  social 
responsibility report. In the Islamic reporting viewpoint, it is expected that social concerns 
would be a principal factor of disclosure in annual reports. Consequently businesses are 
expected to be more transparent in their disclosure practices ([4], [5]). 
Furthermore [6] explains that key stakeholders perceive Islamic banks to have equal 
social and economic roles. The common of the Islamic finance and economics literature, as 
well as key people concerned in the development of the industry, announce that Islamic 
banks and financial institutions adhere to Islamic Sharia principles of social justice and 
fairness, and deliver an alternative to conventional banking and finance ([7], [8], [9]). These 
opinions and expectations as well as the claims of the industry itself infer that Islamic banks 
are supposed to report base on their social activities ([10], [6] Islamic banks are supposed to 
disclose full information to the ummah (Muslim nation) about how their activities meet 
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Sharia’ objectives and increase the wellbeing (and cohesion) of society ([11], [12], [13], 
[6]). 
Malaysia is a country that representative of modern Islamic country caused by 
Internalization Islamic values in the government system. The companies in Malaysian have 
an experienced pressure to apply corporate government best practices internationally. One 
of the pressures is the amendment in the Bursa Malaysia’s Listing Rules on January 2001 
that requires public listed companies to disclose a narrative statement of how they applied 
principles of corporate governance in their organizations in their annual reports. 
Regarding to Islamic Financial Insitutions, Malaysian government established the 
Shariah Advisory Council in 1996. The task of Shariah Advisory Council is to offer advice 
Securities Commission on Shariah related matter. Their tasks include providing guidance 
on Islamic Capital Market (ICM) transactions and activities with the aim to standardize and 
harmonizing implementations [15].This development has consequent to ISR, where Muslim 
decision-makers expect companies can meet their spiritual needs by disclosing relevant 
information [16]. 
Development of Islamic banking in Indonesia with a marked the establishment of Bank 
Muamalat Indonesia (BMI) in 1991. One of the functions and its role is to carry out social 
functions in order to assist people to prosperity. Act No. 21 of 2008 about Islamic banking 
article 4 points 2 states that one of the functions of the Islamic banks and Sharia Business 
Units (UUS) are doing a social function. The accounting standards published by AAOIFI 
(Accounting and Auditing Organization for Islamic Financial Institution) also states that 
one of the functions and the role of Islamic banks is to implement social activity. 
The presence of differences in the rules regarding Islamic financial institutions in the 
two countries are very likely to result any differences in terms of social responsibility 
disclosure carried out by Islamic banks. Therefore our focus in this paper is two-fold: (1) to 
get prove empirically the level of corporate social responsibility disclosure in Islamic bank 
in Indonesia and Malaysia using Islamic Social Reporting (ISR), and (2) to analyze the 
difference of corporate social responsibility disclosure  in Islamic bank in Indonesia and 
Malaysia using ISR. The paper proceeds as follows: section two provides the theoretical 
foundations and literature review of the study. Section three reports on the research 
methodology, section four discusses detail the findings of this study and their analysis, 
sections five provide recommendations and conclusion, 
 
2 Literature Review 
 
2.1. Stakeholder Theory 
According to Stakeholder theory the sustainability of   corporation needs the support 
from the stakeholders. The more powerful stakeholders, the more the company must adjust 
[17]. As indicated by [18] stakeholders can influence (directly or indirectly) control of 
assets required by the corporation. For that reason, stakeholder’s domination is determined 
by the level of control they have over the assets. 
Therefore, when stakeholders have a control to significant resources of the organization, 
the company is such as to react in a manner that satisfies the stakeholders. Moreover, [19] 
discusses that organizations select the stakeholders that they need to consider. The activities 
that they will choose in order to realize the desired relationship with those stakeholders. 
The Government is one important stakeholder for the company; therefore the company will 
try to make disclosures based on the rules set by the government. Therefore, it is very likely 
there will be a difference in terms of social responsibility disclosure in Islamic Bank caused 
by the differences in the rules that exist in each country. Therefore we suppose variances in 
disclosure level based on rules applied in each Countries.  Thus, the hypothesis is: There 
are differences in levels of ISR between Islamic Banks in Malaysia and Indonesia. 
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2.2. Islamic Social Reporting 
[21] stated that ISR is a social reporting that involves not only a holistic expectation of the 
society regarding the role of companies in the community but also on spiritual perspective 
[16]. In ISR, the concern is not just on social justice but goes beyond reporting on the 
environment, minority interests and employees. This concern is appropriate with the 
stakeholders’ theory whereby management presents information to stakeholders to maintain 
the success of corporate. The sustainability of company existence and success is dependent 
on the persistent support from the stakeholders [19]. It is, therefore, very important for the 
management to disclose  information related to social and environmental according to the 
demand of the stakeholders [23]. 
A number of studies have surveyed CSR disclosure in Islamic bank (IBs) ([6], [10], and 
[24]). ([25], [10]) open up additional analysis into this space by provides an ethical identity 
index. For example, [6] consider the effect of Islam on the social reporting at 29 IBs in 16 
countries. They found that level of social disclosure by IBs is far from their expectation 
(13.3%). [24] using content analysis in analyze annual reports of seven IBs and found that 
level of CSRD for their sample is thirty-eighth. That is comparatively low comparing with 
their expectations, objective, and values of IBs. 
[24] investigate whether any difference exists between the corporate social activities 
disclosed by using Islamic business ethics framework in the annual reports of seven Islamic 
banks from seven countries. The results show that only one Islamic bank out of seven 
Islamic banks has CSRD index above average and the issues of CSR are not of main 
concern for most Islamic banks. 
[28] compare CSR disclosure in sixteen IBs from three different regions by using a 
standard supported Islamic value. They find that level of CSR information far below the 
expected level (49%). [29] investigate the extent of CSRD in twenty-one IBs operational 
within the Gulf region. They found that the extent of social disclosure (30%) was well 
below their benchmark index. 
[10] investigate the disclosure of information considered crucial to Islamic ethics in 
business. They notice a major gap (48%) between the disclosure and the ideal disclosure of 
seven IBs. They conclude that to be competitive  IBs have to deliver more information to 
their stakeholders in order to improve good reputation in society. 
[30] examine the level and factors that influence CSRD in the annual reports of forty- 
seven IBs from fourteen countries. They realize that CSRD is 16.8%.   Moreover, [31] 
explore CSRD in IBs in East Pakistan from 1983 till 2010 to examine the IBs’ performance 
relating to CSR. They found that level of CSRD only 42nd. This result is supported by 
many studies that found a low-level CSRD for IBs (e.g., [32]). 
Recently, the correlation between CSR and financial performance has been investigated 
in [33]. They found a poor level for CSRD (44%). [30] also found other factors that have 
influences on the level of CSR disclosure in Islamic banks are the level of political and civil 
pressure. 
Based on the above studies, none of them especially focus on differences in the level of 
social  responsibility  disclosure  between  Islamic  Bank  in  Indonesia  and  Malaysia. 
Therefore, this research attempts to give a contribution to Islamic accounting literature. 
 
 
3. Research Methodology 
This study examines social responsibility reporting in 14 Islamic banks in the two 
countries  by  using  ISR  index.  The  content  analysis  uses  to  find  if  particular  topics 
associated with social justice are disclosed (or not) in annual reports. The annual reports are 
related to the years 2010-2014 and were downloaded from the banks’ web sites. 
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The level of ISR in this research consisted of 43 items grouped into six topics that were 
adopted from Othman et al (2009). There are 6 topics namely Finance and Investment, 
Products/Services, Employee, Society,  Environment and  Corporate Governance. These 
topics consist of 43 items disclosure. By content analysis, each item had the value of 1 if 
the items were disclosed by the company. Otherwise, it was 0. 
If the entire item ISR Index disclosed in the annual report of Islamic Bank so it means 
that the Islamic Bank will get full score which are 43 points. After scoring process of IS 
Index finished to each Islamic Bank, the analysis will be do in order to know each of its 
social performance. After that, it will be calculated the average for each item. Social 
performance disclosure index calculation is formulated as follows: ISR index = the number 
of items disclosed × 100% the total number of items. 
 
Table 1. List of the Islamic Bank Sample 
 
No Islamic Banks in Indonesia 
 
Islamic Banks in Malaysia 
 
1 Bank Muamalat Indonesia (BMI) 
 
Public Islamic Bank Berhad (PIBB) 
 
2 Bank Syariah Mandiri (BSM) 
 
CIMB Malaysia (CIMB) 
 
3 Bank Mega Syariah (BMS) 
 
Bank Islam Berhad (BIB) 
 
4 Bank BNI Syariah  (BNIS) 
 
Hong Leong Islamic Bank (HLIB) 
 
5 Bank BRI Syariah (BRIS) 
 
Affin Islamic Bank Berhad (AIBB) 
 
6 Bank Panin Syariah (BPS) 
 
RHB Islamic Bank (RHB) 
 
7 Bank Syariah Bukopin (BSB) 
 
Hong Leong Islamic Bank (HLIB) 
 
 
4. Findings 
 
4.1. Disclosure Level of ISR 
 
Picture 1 below provides the average of ISR index scores for 2010 - 2014. 
 
 
Fig 1. The ISR Index of each Country 
 
From the figure 1, it could be seen that level ISR in Indonesia and Malaysia almost 
same for all year except for year 2014 Islamic bank in Indonesia gets higher level than 
Malaysia.  ISR level in Indonesia increased from 2010 to 2014. While in Malaysia since 
2012 ISR level decreases. In general, there are no Islamic banks both in Indonesia and 
Malaysia who fully (100%) use index ISR to carry out their corporate social responsibility 
activities. This happens because of the first two possibilities. The first is that because the 
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Islamic bank does not implement CSR activities. The second reason is that the Islamic 
banks  which  carry  out  corporate  social  responsibility activities,  do  not  disclose  their 
performances in the annual report. These empirical analyses argue that most Islamic banks 
both in Malaysia and Indonesia do not take serious attention for the CSR issues. Our 
finding consistent with many prior studies that found the low level of CSR disclosure in 
Islamic bank ([33], [31], [32], and [34]).  
Table 2 summarizes the disclosure level for the each theme. These sections contain Finance 
and Investment, Product and service, employee, society, environment and corporate 
governance. 
 
Table 2. 
Index ISR of Islamic Banks in Indonesia and Malaysia base on  each Themes 
 
 
No 
 
Theme 
 
Indonesia 
 
Malaysia 
 
1 
 
Finance and Investment 
 
0.53 
 
0.35 
 
2 
 
Product and Service 
 
0.86 
 
0.66 
 
3 
 
Employee 
 
0.32 
 
0.36 
 
4 
 
Society 
 
0.59 
 
0.33 
 
5 
 
Environment 
 
0.17 
 
0.42 
 
6 
 
Corporate Governance 
 
0.69 
 
0.83 
 
 
Based on each theme Islamic Banks in Indonesia have  higher score on the theme 
Finance and Investment, Product and Service and Society. While Islamic banks in Malaysia 
have high scores on the theme Employee, Environment and Corporate Governance. Some 
things that might make Islamic bank in Malaysia put more emphasis on disclosure of those 
themes are: 
On 5 Sept 2006, Bursa Malaysia has launched CSR Framework for public-listed 
companies. This Framework is a guide to Malaysian companies in order to develop 
strategies to communicate them effectively to stakeholders through CSR. The CSR 
Framework focus on 4 main themes namely, environment, workplace, community and the 
market place. 
The emphasis on Occupational Safety and Health (OSHA) for employees  mandated by 
laws in the late nineties; the eradication of poverty; scholarships for human capital 
development; funds for  education; non public universities; training; caring and loving 
society and environment protection could have motivated the level of ISR. 
This is consistent with [23] that found one of the main factors why companies have a 
tendency to disclose more CSR information is government policy. 
After the East Asian financial crisis in 1997, CSR awareness in Malaysia increased [35]. 
This awareness following  by the Malaysian Securities Commission in the middle of 2001. 
Furthermore, to support this initiative CSR included   by   the government as one of the 
public policies in the National Economic Policy, the Malaysian Vision 2020 and National 
Integrity Plan.  The most important all public listed company have to disclose CSR in the 
annual reports. 
In the next table we try to give prove if the differences under each dimension 
significantly different by using Z test. 
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 Table 3. Differences Analize for Each 
 
Table 3 indicate that significant two-tailed is lower than 0.05. It means there were 
significant differences in all themes between the two countries. [36] stated  that numerous 
laws and government regulation affect effectively every aspect of business activities. 
There are numerous components which influence CSR disclosure of Islamic banks 
including socio-political pressures and economic incentives. [30] said that because the 
activity of Islamic banks is in a broader social and political environment, the interaction of 
power affecting the rights and responsibilities of all actors within this environment will 
impact the content of information and dialogue. This will consequently have an impact on 
the level of CSR disclosure by Islamic banks. 
 
5. Concluding Comments 
 
5.1. Research limitations/implications 
The results of this study are subject to several limitations. The major limitation of this 
paper is the small sample size of only 14 Islamic banking institutions from 2 countries. 
Future studies may expand the sample size used here. Second, this study focused on annual 
reports in measuring the extent of the corporate social responsibility disclosure practices by 
the selected Islamic banks. Future research might be extended by including other forms of 
csr disclosure such as websites and others media. 
This paper is intended to explore the disclosure level of CSR for IBs in two countries 
using ISR index developed by [37]. Our sample is 14 Islamic banks from Malaysia and 
Indonesia. Based on our study ISR index scores show that the extent of disclosure is 26% 
that is out of our expectations. Our results are consistent with [10] and [24] who found a 
gap between expectations and actual disclosure of CSR and conclude that CSRD for IBs is 
very low.  Our finding also shows that there are differences between two countries and it 
concludes that the rules and pressure from government have impact on the information 
disclosed by Islamic banks. 
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